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Washington. D.C. 20505

11 NOV 1977

Honorable James T. McIntyre

Acting Director, Office of Management
and Budget

Executive Office of the President

Washington, D. C. 20503

Dear Mr. McIntyre:

At the conclusion of the meeting with you on 8 November 1977,
you asked for comments on the proposal to provide an annuity computed
on the basis of "final salary' or "high-one salary’' for certain
employees whose pay has been statutorily limited.

In submitting our comments, let me first say that we fully -
support the reasons set forth by Mr Campbell in his letter of
22 September 1977 to Mr. Lance, which was distributed prior to
our meeting with you.

With specific reference to the impact of the proposal on this
Agency, there is little question that a number of our supergrade
employees are remaining on duty for the purpose of improving their
ultimate retirement annuity. Many of these employees could retire
immediately, although we doubt that all would. To the extent that
some should retire soon, the Agency's ability to promote mid- and
high-level managers to positions of higher responsibility would be
greatly enhanced. For some time our Director has expressed deep
concern about the Agency's rate of promotions, which overall has
fallen, and he is striving earnestly to ensure that deserving
employees have the opportunity for advancement into these higher
level positions. This is obviously made more difficult because of
the understandable desire of supergrade employees to remain on duty
in order to improve their retirement annuity.

The proposal would also restore to the Agency's top managers
a degree of phased retirements of senior-level officers which would

permit timely development and implementation of succession plamning,
development and advancement. Moreover, we believe that the proposal
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would dilute the serious impact of a mass exodus of senior-level
employees which might take place in February 1980 when the maximum
annuity benefit of current salary levels has been achieved.

We have also a more immediate reason for supporting the
proposal. As you know, our Director has ordered a reduction in
the size of the Agency's Directorate of Operations. Affected are
some supergrade-level employees who, for reasons beyond their
control, will suffer interrupted employment. This will also deny
them the opportunity to build their "high three' and their retirement
annuities. The proposed legislation would serve to minimize greatly
the hardship of these employees.

We recognize that there are some adverse implications to the
proposal: On cost and for the reasons stated during your meeting,
we would support either the one-time or two-time opportunity rather
than open-ended legislation in view of the dramatic dollar savings
that a limited opportunity achieves. Further, we acknowledge that
the proposal might be viewed by the public, not clese to the Washington
area where the situation of supergrade employees is more fully under-
stood, as preferential treatment, and that even though offered on a
limited basis, a precedent will be established which could create
pressures for similar action in future years.

We have considered seriously the risks and disadvantages of
the proposal. When measured against the advantages -- in terms of
our fundamental and significant managerial concerns -- our view is
to support the proposal.

We urge, therefore, that favorable consideration be given.
I1f, of course, some other means can be devised to achieve the same
end; i.e., that of encouraging these employees to accelerate retire-
ment, we would be pleased to comment on such proposals. We regret
that we have no alternatives to submit.

Sincerely,

7s/John F. Blake

John F. Blake
Acting Deputy Director

Dist:
0 - Add .
1 - A/DDCI
1 - ER Originator:
1 - A/DDA L Acting Director of Personnel
1 - Comptroller .
1 - D/Pers ?ubject File
1 - DD/Pers/P§C s
1 - D/Pers Chrono (w/held) 11 NOV s
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September 22, 1977

tionorable Bert Lauce

DPirector, Office of !lenagement and Budget
Ixeccutive Office of the President
Washington, D. C. 20303

Attention: Assistant Director for
logislative Reference

~

Dear iir. Lance?

This is in reply to your raquest for the Cormiission's viers on. the
Departnsnt of Defense draft bill, "To pemuit Civil Spevice cuployecs
in the grades of G3-15, G5=16, GS8=17, C5=18, or level V of the Hxecu~
tive Service whose rate of basic pay was linmited Ly Section 5303 of
titla 5, United States Code, to the rate of level V of the Executive
Schedule during the twowyear perlod prior to Septenbex 1, 1976, te
compute thely retirement annulty on the basis of the hlghest xate
earned In 1977, vather than on the basis of averaglng the rate of

- pasic pay earned over any 3 consecutive years of ereditabla service.,"

The effact of the proposal would be to superseda 3 U.S.C. 8331{4) to
allow affected aligible cmployees retiring optionally befora January 1,
1979 or involuntarily befora ifarch 1, 1950, to have their ratirecent
ennultics computad on the banis of the single hijzhest rate of basic pay
achieved during calendar yeax 1277, rather than onm the hasia of the
nornal hizh three yzar averaze xate. Optional retlrement undexr such
provision would have to be requestod by an employee between liovewber 1,
1977 and January 31, 1978. :

The druft bill is in response to the March 1977 increase in Congres—-
gional, Judicilal, and Executive galaries, rates of compensation which
had been effectively frozen for the previous elght years., Due Lo the
imposed ceilins, the Harch 1377 pay adjustment clearly does represent
a formidable disincentive for affected enployees to ratire at the
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present tims, We concur with the reasoning behind the draft bill; that
those eligible enployees who would lejitinately prefer to retire, might
be inclined to remain on the job simply for the purpose of* naximizing

their high three year average salary for annuity purposes, In addition,

- we are aware of the impending reduction-in-force which the Department of

Defense will be facing sarly in 1978. The combination of these factors
will tend to impact severely, on thea recent gailng whicll have becn ex-
perienced in the area of equal employment opportunity. As the Coummission
is iInterestad in, and commiltted to, encouraging the career deveiopment of
women and minorities in management positions, we would favor some appro-
priate nmeans of removing the aforementioned disincentive for retirenenta

In this light, we have prepared a substituta proposal which iz attached
to this letter. o belileve that our substitute achieves the deaired end
in a more efficlent manner than the Defense proposal. Lssentially, our
proposal would provide an annulty computed on the basis of £inal salary
to any civil service amployee whose rate of basic pay was limited by
sectlon 5308 or 5363, of title 5, United States-Code, or other applicable
statutory authority, prilor to a pay increase and who retires at any time
subsequent to the effective date of that pay increase. Wa conaider this
alternative attractive foxr several reasonss. ‘

l. It removes the disincentive to retire at aay given tinme,
rather than just during a short period following the last
lifting of tha statutory lizdtutions on pay. The method
of increasing executiva pay, at irrezular intervals and
by substantial increments, causes a special problem for
these employeea with regard to the nigh three year averaze
salary provision of the retlrement law, There i8 a com-
pelling reason for them not to retire Immediately after a
‘pay increase, which the great majority of employees, whose
pay is Increased regularly mmd pore gradually, do not share.

- 2+ It mitigates against the adverse effects of a reduction-
In~force on EID advances. Dy allowing senior executives
to re;ira.irmediaCLly on annuitles computed on tha basis
of the maximum forseeable benefit, considerably fewer re-

- ductions would have to be sustained by the more junior
manapers, who are, in many cases, women and minorities.

3¢ It provides for continued effectiva azency operation.
By encouraplng irminent retirements, it serves to pro-
"tect those mid and lower level managers who are inportant
to the agency's future, and who might otherwise bs lost in
a raduction-in=force pituation,

~
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4. It tends to make pay a neutral factor for an ewployee
considering retirement. : o '
We recognize that enactment of lezislation alony the linea sugpested 2
might precipitate the retirement of certain individuals whose sexvices
are not readily replaceable, and who would otherwise continue on the
job. However, balanced againct the stated advantages of the proposal,
wa believe that the risk involved is an acceptable one.

In cur judgment, our substitute proposal is preferable to the original
Departrnent of Defense draft bill., While the goals are basically the sane
in each case, we believe our substitute offers a more efficlent and equit-—
able means of attaining them, Accordingly, we urge that ocur substitute
bill be supported in lieu of the Defanse bill, A complete legislative
packaje for subuission of our proposal to the Congress has baen prepared.

At the end of 1976 there were about Federal enployees whe were STAT
affected by the pay fraeze. Of these, there arc.approximately]  |who STAT
would be eligible to retire voluntarily at final salary. We have no way i
of knowing lLow meny of those eligzlble to retire under this preposal would
do so, but certainly all would not. Addad retirement costs would reault
for those who would choose to retire earlicr than they would have in ab-
scense of the propesal, but we do not believe that the total cest would ber
subgtantial, e are obtainiug data on retiremenut patterns so that the
costs of the various proposala can be fully enalyzed. Ve expect to have
cast figures by September 30. :

e

R

Attached are copiles of identical letters with which the Commission proposes
to submit to the Speaker of the liouse and the President of the Senate the
referenced psubstitute draft lezislation. We shall appreeilate your informing
us whether there is any objection to subaission of the draft legislation as

- Bincerely youra,v‘

Chairman

Enclosura : . - o

RD:RET i1 9/19/77 .-
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: , ‘ o
Honmorable Thomas P. O'Neill A 3
Speaker of the louse of Representatives f

LR

Dear Mr. Speaker:

I subailt for the counsideration of Congress, and recormend favorzble o
action on, the attached draft bill to lessen the_effect of statutory -
pay limitations on the retivement of certain executlve euployees :
undar the provisions of thae Civil Service Fetirement law.

Under current law, civil seivice retireuent annuities are computed on N
the basis of a high three year avarape salary and. length of service.

For tha great majority of enployses, whose pay 1s increased by gradeal
aounts at regular intervals, the average salary component in the compu~
tation iIs not a critlcal element in the tining of retirewment. However, oo
for executives whosa pay is limlted stetutorily, guita the opposite is
trua. Thelr pay i3 adjusted irregularly and by substantial anounts.
Consequently, for them, the tirning of retirement is intimately related

aoperation of the ratirenent law produces a formidable disincentive fox
these employees to retire within three yecars of a pay adjustment. This
situation which restricts the flexibillty of the agency as well as the
caployee, and which i curreutly belng experlenced, takes on an added
dinension whan an agency becones subiect to a reduction—in-force, In
guch a case the retlrvement law acts to thwart the prefercnces of agency
managenent by encouraging the wost senior exacutives, who might other-
wise be willing to retire, to remain on the job simply for the purpose
of maximiziny thelr average salary for annuity purposes, while those
with lower retention rights, wlic are being counted om to play imporxtant
roles in the ageney's future, must be releaseds Often, thils latter group
contains many woiten and minorities who have recently benefited {rom equal
amploynent opportunlty programs.

RYS R

FEE ¥ SN

In lizht of the above, wa believe that the disincentive for senlor exccun~
tlves to roetire uust be eldininated, and we bhave desizned our proposal te
that purpose. Easentially, our proposal would alter the ratirement law
to provide an annuity computed on the basis of final salary to auy civil
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service employee whose rate of basic pay was statutorily limited prior to
a pay ilncrease, and who retires at any time subsequent to the effective
date of that pay increase. Ve believe that our proposal repreasents an
effective and equitable solution to this problea,

Ve recognize that enactment of legislation along the lines suggested
night precipitate the retirement of certain individuals whose sexrvicea
are not readily replaceable, and who would otherwise continue on the job.
However, balanced zgainst the advantages provided by the proposal, we
belicve that the risk involved i1s an acceptable one.

At the end of 1976 tliere were about Federal amployees vwho vere STAT
affected by the pay freeze. Of these, there are approxiustely | STAT
who would be eligible to retiro voluntarily at final salary. Ve have ’
no way of konowing how many of those eligible to retire would Jdo so, but
certainly all of those eligible to retire would not. Added retirement
costs would result for those who would choose to retire carlier than
they would have in absence of the proposal, but we do not belileve that
the total costs would be substantial. Ve are obtaining data on retlire-
ment patteins so that the costa of this proposal can be fully developed
and- submitted at a later date. .

Ve urge that prompt attention be given to this proposal because of the
critical nature of the aforementioned problem fox agencies, such as the
Department of Defense, for which major reductions-in-force are immiinent.
In addition, enactment of this proposal would facilitate the efforts of
other agencles who are plamning to cut back or reorvanize in the near

future.

ST} -‘;‘:\‘ B

The Office of hanavement and Budvat advises that from the standpoint of
the Adainistration's provram. there is no objection te tha submissicn of
tha proposal. . o S

™

=

ry
x

A similar letter ia being sent to the President of the Senate. .

'By direction of the Commission:

Sincerely §Ouré,'

Caadiraan ‘ : _’.E
Attachnaent i?
) . /ﬁ?-7
STAT RD:RET: tmkb&mda __9/19/77 /27,

STAT
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A DILL

7o lassan tha effact of statutory pay linitations on tha
rotirvaant of certafn exacutive mmplovees.

1 33 it enacted Ly tha Senste zad House of Raprasentatives of th
2 4 't?nlcad Statas of Aparica in Conbiesa asgemblzd, that section 3336
3 | " ol titla Ss Emitad Sr.a:ca Code, 13 amended by adding tiae following
-: new mbaectioma _
s ;_ "(h) An cmploye. who 13 sepnza-edi with ticle £o an .a..xmiz;f
‘..‘6 N o f shal.l ba mtitled to an anauity umpuced under acc:i\n 3239(a)
1y | ol :m.- :u;a ;g z» or aha-— B e oo
s/\‘ 4 ' (1} m paid (A} at a tat; of pay embiect: to m.juetzamt
9 | * ,undar aec:;c‘:ﬁ‘ 225 Qf t.‘;:e ?edoral Bal:ary As:t. of 1.967,
10 Puhlic Laa 90—2&6 ('A"'J-.i c. 3..)1 at. 3aq.), or (3) at a
11 T gate aqnnl to a rate su.‘b,jcct to aé_,.utcan&: under such
1z ) ‘ ' lac:ian 225, or (C) 3t a rate .nffec:ed by the iimitacicn
13 . - on rat‘.en of pay tha: may be pcid undax sections 3303 ox
145 7 : N ~  3363 of thu £itlae, or otherx aiuuar s;atut.a, Modatelf
: 15' = : :"pxiot to tlu ctfm:tivn da:a ef & pay ioerazsae au:horaed
18 -vtmdax such section 225 o undes Titla 1T of Public’ x.u.w
7 94-62 (39 acat, 419), R
13 ' md .
19 -," | ) ;a,s gepavratad aftar the effactivae dato of tha lase
20 | preced.i.ng Py imc:«wsa anthorized under zuch at»m:wa
21 34;:, 2e :.ec:lo:x 83392 of titla 5, Taitad States Coda, is '
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1  amended -

2 (1) by inserting in ﬂub;;ect.ion {£f), imedlately after
3 "subsections (a)=(c), tha following: "and (n)";

4 (2) by striking out of subsection (h) "subsections (a}),

5 ...(b)’ and (f)" and insaxting in lfeu thersof the following:
6 . "subsections (a), (), () 2aa ()" 4
7‘,.“ | (3) by insarting in suhaect:ipn (1), mediate...y after
8 # s "éubaoct:iona (a)—(h)", t:ha folluwin?x and (n)™; :
s (:.) by mmms in subsacti.ons () and (k)(l),
<o,
'ii‘? o, 8 (5) by in;arting 1n aubsection (1); imnediataly after
13““ '"sﬁbaectin;.;‘ ia‘)- (k), A the Zollouing: "and (n)”' S 7
14 - - (6) by inserting bln m‘b-action (ﬁ), imned.at:ely after
13 ‘ : aubsact:mnn (a) (e)", t:he follouings "and (n)”; _and
16 A . {73 by adding at the and-thexeo!.’ the followi@ néa
17. ~ snbsectiom- | ~ o I ‘.
13 . ”(n,) 'I’ha annuity of an e:aployea r:et'ixing under section 8336(&}
19 ‘;f“ ;:of this title 1s computed wnder subsection () of tiils section
20 B a:capt that for purposes cf computa.tion average pay shall
2].. . man t.l:e greater Of L
22 : .(1) the final sahry of the employe;e iumediately priox
23 .‘; to sep;ration; o;:' -
24 | ) (é) the high=3 averagae pay as éefin;d io seﬁtién 8331(4)

25 ‘of this title.
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1 Sec. 3. (a) Section 8341 of title 5, United States Coda, is
. -
2y amended - /"'/
Wwﬂfﬂr
3 (1) by inserting in subsection (b)(1l), imsadiately after
4 Ygsection 8339(a)=(1)", the followings "and (n)"; and
5 - . (2) by atriking out of subzaaction (d) Ysection 8339(&)-(35)
6 '".'and (1)" and :lnsart:ing m lien r.he.reof the followings

74 N aeccion 8339(&)-(2‘), (:L). and (a)"
8 ® (b)t Saetioﬁ 5;3;'»'4;(13) (5) (A) of auch title 13 amanded 'by
og cut and. ..(I)" ;md insarting in lieu thexir;;:f "(1), and {n}".
Ththsm!a ‘by tl:is Ar.t sha]l t:’aka e.ffect on
and' appi. ; toemploy:u;":tirin; c;n ;c‘:;h‘aft,'er the dm:a of enactment
e S TS TR 30y ;,w,».;.m:‘v

.....

: : C Mo __,,'."* P P A A‘.;_,;, :f;_:‘ 0 - »
e BTN S

13 e limited raﬁé‘iﬁ;nc;diately pri.or to tiarch 1, 1977, t'.ha effect:ive

4 »_,;»7.‘3..;- C tlag e

r 14 r date of r.he last precedi.ng pay lner;asa authorized undet amtiau
15 225 ot thc xrmm. SaLazy Act of 1957.,_ N AR el
e -
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Ly Sactional Analysis
Section 1 providasthal'th‘ drsafr bI1l wuld apply to all ?acia:al
. eaployaes under tha Exscutive Scheduls or paid at Executive Schedula
- ‘ratas under othar laws, Exocutiva Schedule enployses ara paid at a

single fized rate, subjact to adjustmant at A-yeax intaxvals undar
section 225 of the Paderal Salary Act of 1967, Public Law 90-206

7 {2 UsSeCe 351 ak. 8eq.} Or to adjusimant uader Titla IX of Public Law
7 94=32,. The draft Lill w_nld also apply to Faderal esploysea undexr - ..
: Pazatutory pay -systams” as defined in section 5301(c) of tixls 5, -

Dnited States Coda and ro éaployses whosa pay L= fixed by acalnfatra=

. zate. fox a, spad!ic laval of tha Ixecutive Schedule by sections 5303
S ap, 5363 af-.ti:lq 5, Daiznd a:?tw c:nde, oxr by other aia:uar atar.u:e. o
RS TS po _\';‘, .'% o +x 3 -

*.o-‘-:-

Stitla to an immediste mmouity fa entitled te’an annuity computed

undex ‘nection 3339(n) ¢£ title: 5, Unitad ‘States Code if (1) his or .

her rats of- pay .hut} uttnina& ‘and way bed.na paid. 2t the Iiaitad rate

m&umy priox’ ta the’ effcctixn rate of a pay :b.crma authorizad -

" undar ‘such’ section 225 oy’ ‘undax Title IX of Public Law 94-82,° and

. {2) his or hex acpaxazion ccéurs after the c?fective da;‘e of the last .

?*  preceding pay increass authorized undexr such statutes, Sectisn 223
.. of the Fedaral Salarxy Acx of 1967 authorizas increzses avexy & years -

© in swounts racomasndad by ‘the President umless the Preaident takes no

Pnbl:lc me 9&-82 mhoxizu a coxr“ponding Smreasa in rates of pay
" gsubject to adjustnent undexr such section 225 whenever rates of pay
- undar statutoxy pay systsms are Increased under the provisions of
saction 53035 of title 5, Unitsd Statas Coda (Faderal Pay Comparadilicy).
However, Congress has excluded themselves and all exployees whose rates
of pay ara subject to adjustzent under sactiom 223 from tha pxevisions
of Public Law. 34~32 fox the Octodexr 1977 increases only, and could con=
caivably pasa mch mlu:ionn tor £ntut- yeexx. o ;_ - ', e

Thus, all a::ploym nnc!sr t.hu mecutiva Schac.u].a who bocm eli°ibla
for sn imrmediats annuity would undar ordinary circumstaices have an
opportmnity each year under P.L. 94-82 and cach 4 years under sectionm
2235 to increase thelr snnuity substantially. The sama opportunity
wonld apply to thosa suparzrada ox other eaployses v.‘w now or fn the
futures attain r.ha umu:ad aalazy Tata.
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dny Tederal wmployer ‘1& tha 11ated catagories who 1s' separatad vi:h
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Saction 2 of the draft bill contalps tachinical amendmen=s of genaral
applicability to section 8339 of title 5 United Statas coda and alao
the cemputation formula, in new subsaction 2}, for employeca rativring
undar the draft bill, Subsaction (o) providea that tha annuity of an
ezployee retiring uader section 8336(h) [as addad by tae draft bill]
shall be computed under tha senaral formula except that for PREPOQas
of computation "avsrage pay” shall nean the final salary or the highe
3 averaga pay = whichaver is greatax, The high-3 averags Py could
posaidbly da grastax for a superzrade erployee who had pravioualy
saxvad in a position under tha Exacutive Schudula and it i9 20t the

- intent of thae draft bill to deny a benefit to which the fuployes wounld

* . otharwisa be entitled, . : e _
R L RN i

by

. .
. -

P

o ' s’ thosa eployees who wers receiving ‘pay ar the naximm lialted
= . et peder o’ the affactive ‘dats (Maxch'X, 1977} of the last pay fo- - A
./ cTaase authorized uader section 223,% Many esployacs in grades 15, step
- 7 through grade 16, stap 6, who wars xrecaiving pay at tha frogan rate
' to data hayo' ancther oppe portunity waless there 15 -~ - -
‘Auch as wany expexienced 1a tha past.

T

,: .. agaty a long pariod .9‘1"_ 1o incrweﬂ

> L
o wr
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